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AMENDMENTS TO THE CLAIMS 

1 . (Currently Amended) A computer implemented method for generating a term- 
structure of default probabilities provid i ng an inv e stor with a structural mod el of 
cred i t risk that incorporates short term unc e rtainty and drops in s e curity pric e s 
that occur i n the event of default i nherent in d e fau l tabl e s e cur i t ie s, wh e r e th e 
i nv e stor has incomp le t e information , comprising the steps o f said computer : 

at least one computer determining a conditiona l default process by 
performing the steps comprising; 

determining a firm's default barrier distribution; 

determining to r e pr e s e nt a firm's certa i nty to conditional default probability 
overtime using said default barrier distribution ; 

determining a us i ng said conditiona l d e fault proc e ss to det e rm i n e a 
compensator and pricing trend function using said conditional default probability 
where said pricing trend function estimates a probability of default of a firm ; and 

w i th s ai d pricing tr e nd, p e rform i ng any of: 
e st i mat i ng d e fault probabiliti e s; and 
valu i ng cr e dit - sens i t i v e s e curiti e s; and 

said at least one computer generating outputt i ng to said inv e stor a said 
term structure of default probabilities for a firm based on said pricing trend 
function and fair values of credit s e nsitive securiti e s . 

2. (Currently Amended) The computer implemented method of Claim 1, further 
comprising the step of: 

calibrating parameters of said mod e l to represent the guality of said 
incomplete information availabl e to i nv e stors . 

3. (Original) The computer implemented method of Claim 1 , further comprising 
the step of: 

estimating diffusive and jump components of credit risk premium. 
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4. (Original) The computer implemented method of Claim 1 , further comprising 
the step of: 

estimating market implied recovery rates. 

5. (Original) The computer implemented method of Claim 1 , wherein said step of 
determining conditional default probability uses information comprising histories 
of equity prices, debt outstanding, agency ratings, and accounting variables. 

6. (Currently Amended) The computer implemented method of Claim 1 , further 
comprising the steps of: 

providing capability for triggering a default event when a firm value falls 
below a default barrier value; 

providing capability for incorporating an assumption that said default 
barrier value is not publicly known; 

providing capability for representing a predefault firm value process by a 
geometric Brownian motion; and 

using a history of fundamental data and other publicly available 
information in determining a said default barrier distribution and for estimating 
parameters of said firm value process. 

7. (Currently Amended) The computer implemented method of Claim 6, further 
comprising the steps of: 

using histories of daily equity prices and equity volatility forecasts, 
reported liabilities, and risk-free interest rates as input to said step of determining 
a conditional default probability; 

using option pricing formulae to convert said equity prices and said equity 
volatility forecasts into associated firm values and oth e r firm volatility; 

estimating a mean and height of said a scaled beta distribution from 
history of firm leverage ratios; and 
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providing capability for calibrating a degree of confidence about 
information by providing variance of said distribution as a free parameter. 

8. (Currently Amended) A computer system for prov i ding an investor with a 
structura l mod e l of cr e dit risk that incorporates short t e rm unc e rtainty and drops 
i n socurity pr i ces that occur in th o ovont of default i nherent in d o faultab lo 
socur i t io s, wh o re tho i nv e stor has incompl o t o i nformat i on, generating a term 
structure of default probabilities comprising: 

computer means at least one computer memory having program code that 
when executed operates at least one computer to determine for d e t e rmining a 
conditiona l default process to r o prosont a firm's c e rta i nty to defau l t by performing 
the steps comprising ; 

determining a firm's default barrier distribution: 

comput e r m o ans determining a firm's for using sa i d conditional default 
process probability over time using said default barrier distribution to d o t o rm i n o a 
comp o n s ator and pricing trond ; 

comptuer determining a pricing trend function using said conditional 
default probability, where said pricing trend function estimates a probability of 
default of a firm: and 

m o ans for us i ng said pr i cing tr o nd to perform any of: 
estimating default probabiliti e s; 
va l uing credit sensit i ve socuritios; and 

comput e r m e ans for said at least one computer memory having program 
code that when executed operates said at least one computer to generate 
outputting to said i nvestor a said term structure of default probabilities and fair 
values of cr e dit sonsitivo s o cur i tios for a firm based on said pricing trend function . 

9. (Currently Amended) The computer system of Claim 8, further comprising: 

m o ans for calibrating parameters of said modol to represent the quality of 
said incomplete information ava il ab le to investors . 
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10. (Currently Amended) The computer system of Claim 8, further comprising: 

moans for estimating diffusive and jump components of credit risk 
premium. 

1 1 . (Currently Amended) The computer system of Claim 8, further comprising: 

m e ans for estimating market implied recovery rates. 

12. (Currently Amended) The computer system of Claim 8, wherein said step of 
determining conditional default probability uses information comprising histories 
of equity prices, debt outstanding, agency ratings, and accounting variables. 

13. (Currently Amended) The computer system of Claim 8, further comprising: 

capability for triggering a default event when a firm value falls below a 
default barrier value; 

capability for incorporating an assumption that said default barrier value is 
not publicly known; 

capability for representing a predefault firm value process by a geometric 
Brownian motion; and 

m o ans for using a history of fundamental data and other publicly available 
information in determining a said default barrier distribution and for estimating 
parameters of said firm value process. 

14. (Currently Amended) The computer system of Claim 13, further comprising: 

moans for using daily equity prices and equity volatility forecasts, reported 
liabilities, and risk-free interest rates as input to said step of determining a 
conditional default probability; 

m e ans for using option pricing formulae to convert said equity prices and 
said equity volatility forecasts into associated firm values and ethef firm volatility; 
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moans for estimating a mean and height of said a scaled beta distribution 
from history of firm leverage ratios; and 

capability for calibrating degree of confidence about information by 
providing variance of said distribution as a free parameter. 

15. (Currently Amended) A computer program product comprising a computer 
useable medium having control logic stored therein for causing a t least one 
computer to provid e an investor with a structural modo l of credit r i sk that 
incorporat e s short t o rm uncerta i nty and drops i n security pr i c e s that occur in the 
e v e nt of d e fau l t inherent in dofaultablo s o curitios, wh o r o tho investor has 
incomplete informat i on, generate a term structure of default probabilities 
comprising: 

computer readable program code m e ans for causing the said at least one 
computer to determine a conditional default process to r e pr e sent a firm's 
c e rtainty to defau l t by performing the steps comprising ; 

determining a firm's default barrier distribution; 

comput e r r e adabl e program code moans for causing tho computer to uso 
said -determining a firm's conditional default process to dotormino a componsator 
and probability over time using said default barrier distribution; 

determining a pricing trend using said conditional default probability, 
where said pricing trend function estimates a probability of default of a firm, and ; 

comput e r r e adab le program code moans for causing tho computer to us o 
sa i d pricing tr o nd, perform i ng any of: 

estimat i ng default probabiliti e s; and 
valuing cr e dit sensitiv e socuritios; and 

computer readable program code m e ans for causing the said at least one 
computer to output to said inv e stor generate a said term structure of default 
probabilities and fair va l u e s of cr e dit sensitive socuritios for a firm based on said 
pricing trend function . 
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16. (Currently Amended) The computer program product of Claim 15, further 
comprising: 

comput e r r o adablo program codo moans for causing the said at least one 
computer to calibrate parameters of said modol to represent the quality of sate 
incomplete information availabl e to investors . 



17. (Currently Amended) The computer program product of Claim 15, further 
comprising: 

computer r o adablo program codo moans for causing the said at least one 
computer to estimate diffusive and jump components of credit risk premium. 

18. (Currently Amended) The computer program product of Claim 15, further 
comprising: 

comput e r readab l e program cod e m e ans for causing the said at least one 
computer to estimate market implied rates. 

19. (Original) The computer program product of Claim 15, wherein said step of 
determining conditional default probability uses information comprising histories 
of equity prices, debt outstanding, agency ratings, and accounting variables. 



20. (Currently Amended) The computer program product of Claim 15, further 
comprising: 

computer roadablo program cod o moans for causing the said at least one 
computer to provide capability for triggering a default event when a firm value 
falls below a default barrier value; 

comput e r readable program codo m o ans for causing the said at least one 
computer to provide capability for incorporating an assumption that said default 
barrier value is not publicly known; 
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comput e r r e adabl e program cod e m e ans for causing the said at least one 
computer to provide capability for representing a predefault firm value process by 
a geometric Brownian motion; and 

computer r e adabl e program cod e means for causing the said at least one 
computer to use a history of fundamental data and other publicly available 
information in determining a said default barrier distribution and for estimating 
parameters of said firm value process. 

21. (Currently Amended) The computer program product of Claim 20, further 
comprising: 

computer readab l e program code m e ans for causing the said at least one 
computer to use histories of daily equity prices and equity volatility forecasts, 
reported liabilities, and risk-free interest rates as input to said step of determining 
a said conditional default probability; 

computer readable program code moans for causing the said at least one 
computer to use option pricing formulae to convert said equity prices and said 
equity volatility forecasts into associated firm values and other firm volatility; 

comput e r r o adabl o program codo m o ans for causing the said at least one 
computer to estimate a mean and height of sate a scaled beta distribution from 
history of firm leverage ratios; and 

comput e r r e adab l e program code means for causing the said at least one 
computer to provide capability for calibrating a degree of confidence about 
information by providing variance of said distribution as a free parameter. 

22. (New) The computer implemented method of Claim 1, wherein said pricing 
trend function values credit-sensitive securities. 
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23. (New) The computer implemented method of Claim 1 , further comprising: 

said at least one computer creating fair values of credit-sensitive and 
default contingent securities based on said conditional default probability, said 
pricing trend, and said default barrier distribution. 

24. (New) The computer implemented method of Claim 1 , further comprising: 

outputting to an investor, said term structure of default probabilities. 

25. (New) The computer implemented method of Claim 1 , further comprising: 

determining a compensator using said conditional default process. 

26. (New) The computer system of Claim 8, wherein said pricing trend function 
values credit-sensitive securities. 

27. (New) The computer system of Claim 8, further comprising: 

creating fair values of credit-sensitive and default contingent securities 
based on said conditional default probability, said pricing trend, and said default 
barrier distribution. 

28. (New) The computer system of Claim 8, further comprising: 

said at least one computer memory having program code that when 
executed operates at least one computer to output to an investor said term 
structure of default probabilities. 

29. (New) The computer system of Claim 8, further comprising: 

determining a compensator using said conditional default process. 
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30. (New) The computer program product of Claim 15, wherein said pricing trend 
function values credit-sensitive securities. 

31 . (New) The computer program product of Claim 15, further comprising: 

creating fair values of credit-sensitive and default contingent securities 
based on said conditional default probability, said pricing trend, and said default 
barrier distribution. 

32. (New) The computer program product of Claim 1 5, further comprising: 

computer readable program code for causing said at least one computer 
to output to an investor said term structure of default probabilities. 

33. (New) The computer program product of Claim 1 5, further comprising: 

causing said at least one computer to determine a compensator using said 
conditional default process. 
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